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Woodrow Wilson the greatest man the Democrats could name for the 
Presidency, but an even smaller number agree with you now in a contrary 
opinion. 
I must simply relieve my mind by making these observations. 

Clarence Poe, 
Editor of the Progressive Farmer. 

Philadelphia. 
Sir, — Permit me to present my warmest felicitations on your splendid 
editorial on Mr. Bryan — such exquisite, delicious irony, such penetration, 
such gentle, persuasive, delightful approbation, such searching, truthful, 
and just comment mark it as one of the gems in our current literature. 

George W. Ochs, 
Editor of the Public Ledger. 

FROM EX-GOVERNOR PENNYPACKER 

Harrisburg, Pa. 
Sir, — In the language of my Quaker forefathers the spirit moves me to 
write to you to indicate my appreciation of the literary art and excellence 
shown in your recent article upon Mr. Bryan. Its raillery is the more 
effective because it? tone is gentle and delicate. I am not sure, however, 
that its motive has given me as much pleasure as its skill in construction, 
since it seems to me that the shafts directed against an untrained Secretary 
of State had better be turned toward the President who selected him. 
Perhaps you will pardon me for saying that it has long been a source of 
wonder to me that an adept like yourself should be able to find anything 
admirable in the literary compositions of Mr. Wilson, whose efforts always 
disclose a mind of desultory growth unable to grasp the English language. 

Samuel W. Pennypacker. 

NEW YORK CENTRAL FINANCES 

Note by the Editor.— The January number of The Review contained 
an article by Mr. W. Jett Lauck on " The Plight of the Railroads," in 
which appeared the following assertion : " It is a matter of official record 
that when the two railroads which formed the nucleus of one of the largest 
trunk-lines of the country (obviously the New York Central) were com- 
bined in 1869, a stock dividend of 100 per cent., equal to $44,428,- 
330 in money,, was declared. At a recent hearing before the Interstate 
Commerce Commission it was stated that a total of $93,034,026 of stock 
had been floated by this company during the period 1870-1910, for which 
not a cent was added to the value or earning capacity of the property. A 
drain of $5,535,000 annually upon the earnings of this system is necessary 
to pay dividends upon this fictitious capitalization." Whereupon Mr. 
Frank W. Stevens, Chairman of Valuation Committees of the New York 
Central lines, having besought elucidation from the writer, the following 
correspondence ensued: 

FROM MR. LAUCK TO MR. STEVENS 

Washington, February 11, 1914. 
Dear Sir, — The basis for the statements made relative to the New York 
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Central lines consists of the exhibits presented by Mr. E. E. Williamson 
in the Advance Rate Case Hearings before the Interstate Commerce Com- 
mission in 1910, and of unpublished data prepared by the former Railway 
Securities Commission, which are now on file at the Interstate Commerce 
Commission. 

Briefly summarized from these data, the financial history of the New 
York Central and Hudson River Railroad, so far as overcapitalization, 
stock bonuses, and underwriting commissions are concerned, has been as 
follows : 

1. The New York Central and Hudson River Railroad was formed by 
consolidation, dated December 15, 1869, of the New York Central Railroad 
Company and the Hudson River Railroad Company. 

The total par value of the stock of the two companies entering into the 
consolidation was $44,815,800. This amount was arbitrarily increased, 
without adding one cent to the value of the property, by an increase in the 
capital stocks of the consolidating companies of $44,428,330, or, in other 
words, a stock dividend of practically 100 per cent, was declared. 

2. Prior to this consolidation, the capitalization of the two constituent 
companies had been increased, at a conservative estimate, $12,500,000 with- 
out any tangible increase in the properties. As a consequence, at the time 
of the consolidation in 1869, $56,928,330 of the constituent companies did 
not represent any value paid in. 

3. The cash dividend upon this watered stock for forty-three years, 
1870-1912 inclusive, aggregates 252.75 per cent. This is equivalent to an 
average of $3,364,194 per year, or a total of $143,886,354 for the forty- 
three years actually paid out by the company on stock which was issued 
prior to or at the time of the consolidation and which did not represent 
any addition to the physical property of the company. 

4. The above statements cover the issue of capital stock by this company 
up to and including the consolidation of the two constituent companies in 
1869. Since that date, the capitalization of the company has been in- 
creased from $103,110,137 to $591,697,380 (1910). A part of this addi- 
tional capitalization has been issued for cash, and a part for considerations 
other than cash. A considerable portion of both classes of new capitaliza- 
tion, however, does not represent any consideration received by the road 
and constitutes a drain upon its earnings without having contributed any- 
thing to its earning capacity. Briefly stated, the facts relative to these 
capital issues are as follows : 

A. Increase of capital for cash. 
1. Stock Issued 1870-1910. 

During the past forty years, this railroad company has issued for 
cash stock to the par value of $133,485,200. The market value 
based on conservative quotations, covering the different periods of 
its issue, was $174,199,177.17, but the New York Central and Hud- 
son River Railroad only received in return for this stock $138,093,- 
420.89 in cash. The difference between the cash received and the 
market value, amounting to $36,105,756.28, represented bonuses to 
stockholders. If full value had been received for these various 
stock issues by offering the shares at public subscription, the tangible 
property or earning capacity of the road would have been increased 
by an investment of more than $36,000,000, which is equivalent to 
more than thirteen per cent, of actual value of the road and equip- 
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ment of this transportation company. As it is, the property has 
been saddled with a permanent capital liability for which nothing 
has been received, and the earnings of the company must meet, with- 
out any addition to earning capacity, an annual interest charge 
which, at current rates, amounts to $2,166,341.80. 

If the value in stock issued since the consolidation of 1869, which 
represents no real property, be added to the watered stock which 
was issued prior to and at the time of the consolidation, the result 
is a total of $93,034,026.82 of stock floated by this company during 
the period of 1870-1910 for which not a cent was added to the value 
or earning capacity of the railroad. The dividends issued upon this 
stock average $5,530,535.80 per annum. 
2. Funded Debt, 1870-1910. 

During the past forty years, the funded debt of the New York 
Central and Hudson River Railroad has also been increased by issues 
of bonds and notes aggregating a par value of $168,785,510.43. The 
market value of these securities, based on conservative quotations, 
was $175,335,718.16, but the proceeds received by the company were 
only $168,907,374,01, leaving a net loss to the company of $6,428,- 
344.15. This amount represents commissions and charges of under- 
writing or banking syndicates. If full market value had been 
secured for the increase in funded debt, more than $6,000,000 
could have been added to the earning capacity of the property, and 
an annual fixed charge, at a mimimum estimate of 3% per eent., 
amounting to $224,817, could have been saved. 
B. Increase of capital for consideration other than cash. 

In addition to securities sold for cash, the New York Central and 
Hudson River Railroad has issued since its organization $289,426,- 
579.68 in securities for considerations other than cash. On account 
of the lack of full data, it is not possible in each instance to esti- 
mate the actual return received for increases in capitalization. A 
number of typical instances, however, may be cited: 
1. Lake Shore and Michigan Southern Railroad. 

During the years 1898-1900, the New York Central and Hudson 
River Railroad issued 100-year Collateral Trust Bonds to the par 
value of $90,578,400 in return for Lake Shore and Michigan South- 
ern Railway capital stock to the par value of $45,289,200, the ex- 
change being made on the basis of $1,000 par value of the collateral 
trust bonds for $500 par value of the Lake Shore. On the basis of 
contemporaneous market values, the New York Central and Hudson 
River Railroad received only 86.59 per cent, of the collateral trust 
bonds, or an aggregate of $78,436,356.48 for its total issue of 
$90,578,400 in bonds. Although this has been a very prosperous 
investment for the New York Central, in acquiring this property it 
obligated itself to pay a bonus of $12,146,463.44 more than the 
market value received, or, in other words, created a liability of this 
amount bearing interest at 3% per cent., which for a term of 100 
years is equivalent to $42,512,600. 

2. During the years 1898-1901, control of the Michigan Central 
Railroad was acquired by the issue of collateral trust bonds to the 
par value of $19,336,445 in return for Michigan Central stock to 
the par value of $16,814,300. In terms of the contemporaneous 
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market value of the Michigan Central stock, the New York Central 
received only 90 per cent, of the par value of its collateral trust 
bonds, or, in other words, paid a bonus of $1,926,918.18 bearing in- 
terest at 314 per cent. 

It may be true, as you state, that the New York Central and 
Hudson River Railroad has always received more than the par 
value for its stock issues, but it is also true that it has not received 
the market values of the securities issued, the difference between the 
cash realized and the contemporaneous market values, of course, 
constituting stock bonuses and underwriting commissions. 

If you should wish, I can furnish you with details as to the stock 
and bond issues of this company, which I have recapitulated above. 

Trusting that this information will answer your question, and 
lead to the decision on your part that I was justified in making the 
statements which I did in my recent article, I am, 

Yours very truly, 

W. Jett Lauck. 



MR. STEVENS'S REPLY. 

New Yore, February 20, 1914. 

Dear Sib, — I have received your favor of the 11th inst., and noted its 
contents. Its concluding sentence is, " Trusting that this information will 
answer your question and lead to the decision on your part that I was 
justified in making the statements which I did in my recent article, I am, 
etc . . ." 

Your article distinctly said, "At a recent hearing before the Interstate 
Commerce Commission it was stated that, .etc. ..." I asked you " by 
whom the statement was made, when, and if such statement occurs any- 
where in printed form." You wholly omit to answer any one of these 
three inquiries, from which omission I am compelled to conclude no such 
statement has ever been made by any one at any hearing before the Inter- 
state Commerce Commission. You do, however, claim that such a state- 
ment, if made, would have been true, and say, " The basis for the statements 
made relative to the New York Central lines consists of the Exhibits pre- 
sented by Mr. E. E. Williamson in the Advance Rate Case Hearings be- 
fore the Interstate Commerce Commission in 1910, and of unpublished data 
prepared by the former Railway Securities Commission which are now on 
file at the Interstate Commerce Commission." You do not say that either 
Mr. Williamson's exhibits or the unpublished data prepared by the Railroad 
Securities Commission contain any such statement as the one concerning 
which my inquiry was made. I know nothing about Mr. Williamson's ex- 
hibits, but what I understand to be the complete data prepared under the 
direction of the Railroad Securities Commission contain no such statement, 
nor anything justifying it. I, therefore, conclude that I am to understand 
you are the author of the statement and rely upon the matters named as a 
justification for it. If I am wrong in this conclusion, I trust you will set 
me right by naming the person who made the statement. 

Treating you, as I think I must, as the person responsible for the state- 
ment, that and your remark that you trust the contents of your letter will 
lead to the decision on my part that you were justified in making such 



